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Economic  Trends  in  Eastern  Europe — II 
Albania,  Bulgaria,  Hungary,  Rumania,  Yugoslavia 

BY  VERA  MICHELES  DEAN 


THE  primarily  agricultural  and  raw  material  pro¬ 
ducing  countries  of  Southeastern  Europe — Albania, 
Bulgaria  and  Yugoslavia — have  developed  since  the 
war  an  economic  pattern  more  or  less  closely  mod¬ 
eled  on  that  of  the  Soviet  Union.  Their  economic 
plans  and  policies  have  emphasized  continuation  of 
land  reform  where  it  had  not  yet  been  completed; 
mechanization  of  agriculture,  in  some  measure  at 
least;  expansion  of  the  output  of  basic  raw  ma¬ 
terials;  establishment  of  native  industries  which 
might  eventually  supply  manufactured  goods  for¬ 
merly  imported  from  abroad;  and  financing  of  new 
•developments  primarily  through  internal  invest¬ 
ment  rather  than  through  foreign  loans  and  credits. 

AGRICULTURAL  AND  RAW 
MATERIAL  COUNTRIES 
Albania 

Turkey  had  shown  little  interest  in  developing 
Albanian  resources  during  its  period  of  Balkan 
rule.  As  a  result  Albania,  when  it  achieved  inde¬ 
pendence  on  November  zH,  1912  had  a  primitive 
economy  limited  to  production  of  food,  flax,  wool 
and  leather  for  the  needs  of  its  population.*  Lack 
of  modern  communications  and  transport  restricted 
internal  trade,  and  only  a  few  unprocessed  raw 
materials  were  available  for  export.  Before  World 
War  II  the  bulk  of  Albania’s  trade  was  with  Italy. 

At  the  end  of  World  War  II,  in  the  course  of 
w'hich  Albania  suffered  considerable  physical  dam¬ 
age  and  lost  28,000  people,  it  “remained  predomi¬ 
nantly  an  agricultural  country  of  primitive  tech¬ 
niques  providing  only  a  marginal  subsistence  for 
Iher  population.”  Before  19:59  about  one-third  of  the 
total  land  area  had  been  in  the  hands  of  some  two 
ihundred  large  proprietors,  with  other  large  tracts 
lield  by  the  church  or  state.  An  agrarian  reform 
law  passed  in  1950  with  the  object  of  breaking  up 
the  large  estates  and  distributing  the  land  among 

I.  UNRRA  European  Rcjiional  Office,  Division  of  Operational 
Analysis,  Economic  Rehabilitation  in  Albania,  Operational  An- 
.alysis  Pajjers  (OAP)  No.  46  (London,  May  1947). 


the  peasants  was  never  effectively  carried  out,  large¬ 
ly  because  of  opposition  on  the  part  of  the  land- 
owners.  Following  the  establishment  of  the  Hoxha 
government  in  1945,  a  new  agrarian  law  was 
adopted  on  August  29,  1945.  By  this  law  all  land 
belonging  to  the  state,  to  private  or  religious  bodies, 
or  to  private  citizens  (with  certain  exceptions)  was 
to  be  expropriated  and  redistributed. 

At  the  present  time,  according  to  UNRRA  re¬ 
ports,  no  large  private  estates  exist  in  Albania.  By 
the  end  of  1946  it  was  reported  that  200,000  landless 
peasants  or  small  holders,  constituting  25  per  cent  of 
the  farming  population,  had  received  land.  Agrari¬ 
an  reform  was  hampered  by  lack  of  agricultural 
knowledge  and  machinery.  Provision  was  made  for 
the  establishment  of  state  agricultural  schools  where 
improved  techniques  could  be  taught.  UNRR.\, 
which  expended  $27.18  million  in  Albania, 
assisted  by  giving  technical  aid,  especially  concern¬ 
ing  use  of  farm  equipment  imported  by  UNRR,\, 
much  of  which  was  unfamiliar  to  Albanian  farmers, 
and  by  supplying  educational  materials.  Measures  of 
drainage  and  irrigation  undertaken  by  the  Alban¬ 
ian  government  also  received  aid  from  UNRR.\, 
which  furnished  some  equipment  for  flood  control. 

At  the  present  time  there  is  practically  no  in¬ 
dustry  in  Albania,  with  the  exception  of  an  impor¬ 
tant  cement  factory  in  Shkodar  and  a  brewery  in 
Korce,  and  few  public  utilities.  During  the  inter¬ 
war  years  Italy  discouraged  the  industrial  devel¬ 
opment  of  Albania,  and  instead  emphasized  the 
exploitation  of  mineral  resources  useful  for  Italian 
industry,  the  most  important  of  which  is  crude  oil, 
obtained  chiefly  from  Kucovo  field  near  Berat, 
which  by  proper  hydrogenation  methods  can  be 
made  to  yield  up  to  80  per  cent  in  gasoline.  Little 
information  is  available  about  present  oil  produc¬ 
tion,  but  it  is  believed  that  enough  oil  is  being  re¬ 
fined  in  Albania  to  fill  local  needs,  and  that  some 
crude  oil  has  been  exported  to  Yugoslavia  in  ex¬ 
change  for  grain. 
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MEASURES  OF  NATIONALIZATION 

The  1945  constitution  declares  that  all  mineral 
deposits  are  the  common  wealth  of  the  people,  and 
laws  have  been  passed  nationalizing  both  mining 
and  industry.  While  Albania  can  never  become  a 
heavily  industrialized  country,  considerable  stress 
is  placed  in  the  government’s  economic  plan  on  the 
rehabilitation  of  existing  industries  and  the  estab¬ 
lishment  of  new  ones,  particularly  consumer  goods 
industries.  UNRRA  assisted  Albania’s  industrial 
recovery  by  contributing  vehicles,  road  repair 
equipment  and  fuel  for  transport,  as  well  as  ma¬ 
chinery  such  as  generators,  sawmills,  and  water¬ 
works  equipment.  It  also  undertook  procurement 
in  Austria  and  Italy  of  much  needed  spare  parts 
for  the  machinery  and  equipment  already  in  the 
country.  The  government’s  bridge-building  pro¬ 
gram  was  aided  by  the  import  through  UNRRA 
of  1,000  feet  of  Bailey  bridging  and  instruction  of 
.\lbanian  engineers  in  its  use. 

At  the  end  of  World  War  II  all  banking  was 
nationalized  in  Albania,  and  the  only  bank  now 
operating  is  the  National  Bank,  originally  founded 
by  Italy,  which  reopened  in  Tirana  in  January 
1945.  The  government,  according  to  UNRRA,  did 
“a  remarkable  job”  in  controlling  prices  and  eradi¬ 
cating  the  black  market.  The  country’s  external 
financial  position  was  very  difficult.  By  December 
31,  1945  its  total  holdings  of  gold  and  foreign  ex¬ 
change  amounted  to  260,000  francs.  Albania’s  for¬ 
eign  trade  had  been  completely  disrupted  by  the 
collapse  of  Italy,  its  principal  market  and  source  of 
supply  before  the  war.  Such  trade  as  Albania  de¬ 
veloped  since  the  war  has  taken  place  on  a  barter 
basis,  chiefly  with  Yugoslavia  and  the  U.S.S.R. 
From  these  two  countries  Albania  has  received 
wheat  and  maize,  and  a  small  quantity  of  paper, 
exporting  in  return  hides,  salt,  tobacco,  crude  oil 
anti  a  few  other  commodities.  Albania  also  sent 
raw  wool  to  Yugoslavia  for  manufacture  into  cloth 
which  was  subsequently  reimported  into  Albania. 

Yugoslavia  appears  to  be  replacing  Italy  as  Al¬ 
bania's  principal  trade  partner.  On  November  27, 
1946  the  two  countries  signed  a  far-reaching  eco¬ 
nomic  agreement  in  which  the  contracting  parties 
agree  to  co-ordinate  their  economic  plans  “on  a  joint 
basis.”  The  value  of  the  Albanian  currency,  the  lek, 
will  be  adjusted  to  parity  with  the  Yugoslav  dinar, 
Albanian  currency  circulation  will  be  kept  in  pro¬ 
portion  to  that  of  Yugoslavia,  and  the  Yugoslav 
price  system  and  current  prices  will  be  introduced 
inm  Albania.  Yugoslavia,  for  its  part,  will  pro¬ 
vide  Albania  with  gcx)ds  and  materials  to  assist  its 
reconstruction.  The  economic  agreement  also  estab¬ 
lished  a  customs  union  between  the  two  countries. 


A  protocol  to  the  agreement  provides  for  the  cre¬ 
ation  of  Albanian-Yugoslav  associations  for  ex¬ 
ploitation  and  construction  of  railways;  extraction 
and  production  of  diesel  oil;  prospecting,  ex¬ 
ploitation  and  utilization  of  mineral  wealth;  elec¬ 
trification;  shipping;  exports  and  imports;  and  an 
Albanian-Yugoslav  Bank.  Materials  and  funds  for 
what  amounts  to  an  economic  fusion  of  the  two 
countries  are  to  be  furnished  by  Yugoslavia,  and 
Albania  is  to  make  over  to  Yugoslavia  existing  en¬ 
terprises  together  with  sites,  land,  factories  and 
all  necessary  exploitation  rights.  The  Yugoslav  gov¬ 
ernment  undertakes  to  provide  technical  assistance 
for  Albanian  food,  clothing,  mineral  and  recon¬ 
struction  materials  industries,  and  Yugoslav  agrar¬ 
ian  experts  are  to  assist  Albanian  agriculture, 
while  Albanian  specialists  are  to  be  trained  ia 
Yugoslavia.  Albania  is  to  receive  credits  from 
Yugoslavia  for  the  purchase  there  of  consumer 
goods,  machinery  and  instruments  for  the  creation 
of  consumer-goods  industries.  Some  observers  be¬ 
lieve  that  the  economic  unity  envisaged  in  this 
agreement  may  lead  ultimately  to  political  unity, 
which  would  be  facilitated  by  the  federal  structure 
of  the  Yugoslav  state.’ 

Bulgaria 

Bulgaria’s  Two-Year  plan  of  industrialization 
and  rationalization,  covering  the  period  1947-48, 
provides  for  an  increase  of  67  per  cent  in  industrial 
and  34  per  cent  in  agricultural  production.^  Most 
of  the  projects  listed  in  the  plan  had  originally 
been  considered  fifteen  or  twenty  years  ago,  but 
had  been  laid  aside  for  lack  of  capital. 

In  a  country  of  relatively  primitive  agriculture 
and  only  slightly  developed  industries,  the  Two- 
Year  plan  calls  for  the  transfer  in  two  years  of 
100,000  workers  from  agriculture  to  industry.  It 
contemplates  the  building  of  60  large  factories  (17 
iron  and  steel),  more  than  20  hydroelectric  plants, 
and  extensive  additions  to  the  railway  network.  A 
new  industrial  city,  Dimitrovgrad,  modeled  on 
Russia’s  Magnitogorsk,  is  also  to  be  constructed. 
With  respect  to  agriculture,  the  plan  proposes  to 
speed  up  completion  of  agrarian  reforms,  in  which 
Bulgaria  lagged  far  behind  some  other  countries 
of  the  region  during  the  interwar  years,  with  the 
object  of  distributing  about  3,700,000  acres  of  land. 
It  a!  so  looks  to  the  establishment  of  800  co-operative 
farms,  somewhat  similar  to  the  Russian  collectives, 
with  800,000  acres  of  land,  which  would  be  serviced 

2.  For  further  discussion  of  this  point,  sec  forthcoming  For¬ 
eign  Policy  Report  on  political  conditions  in  Eastern  Europe. 

3.  “Two-Year  Plan,"  Business  Week.  (New  York),  October  ii, 
1947;  Rudolf  Notel,  “Investment  and  Production  Plans  in  Cen¬ 
tral  and  South-Eastern  Europe,”  Danuhian  Facts  and  Problems, 
published  by  The  Hungarian  Bulletin  (Budapest).  See  also  Free 
Bulgaria,  a  fortnightly  review  published  in  Sofia. 
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by  government  machine  and  tractor  stations,  again 
patterned  on  comparable  stations  in  the  U.S.S.R. 
Ore  mining  is  to  be  increased  9  times,  coal  mining 
2  times,  and  power  generation  2  times  as  compared 
with  prewar  output.  Among  industries  to  be  de¬ 
veloped  or  expanded  are  chemicals,  rubber,  build¬ 
ing,  spinning,  weaving,  iron,  metal  and  engineer¬ 
ing.  The  total  two-year  investment  is  calculated  at 
$190  million,  to  be  financed  partly  from  the  state 
budget,  partly  by  credits  from  the  banks. 

While  the  Two-Year  plan  makes  no  detailed  pro¬ 
visions  about  a  foreign  trade  program,  Bulgaria’s 
foreign  trade,  by  the  end  of  1947,  had  been  restored 
to  60  per  cent  of  prewar  levels.  The  foreign  trade 
of  Bulgaria,  like  that  of  other  countries  in  the  re¬ 
gion,  is  conducted  almost  entirely  on  the  basis  of 
barter  and  clearing  agreements,  avoiding  use  of 
foreign  exchange.  Trade  agreements  have  been  con¬ 
cluded  with  7  countries,  in  both  East  and  West.'* 

While  before  the  war  Germany  accounted  for 
more  than  50  per  cent  of  Bulgaria’s  imports  and 
exjwrts,  the  leading  role  in  the  first  two  years  after 
the  war  was  assumed  by  the  Soviet  Union,  which 
early  in  1947  supplied  about  70  per  cent  of  Bul¬ 
garia’s  imports,  and  took  over  30  per  cent  of  its 
exports.  As  trade  and  communications  with  other 
countries  are  restored,  however,  Russia’s  share  of 
Bulgarian  trade  is  expected  to  decline,  since  the 
Sofia  government  will  require  machinery  and 
equipment  not  available  in  Russia.  Moscow,  how¬ 
ever,  is  taking  the  bulk  of  Bulgaria’s  output  of 
tobacco  and  reselling  part  of  it  abroad,  notably  to 
American  purchasers.  Of  special  significance  is 
Bulgaria’s  1945  trade  agreement  with  Czechoslo¬ 
vakia,  which  provides  for  expanding  trade  over  a 
four-year  period,  covering  a  total  exchange  of  goods 
valued  at  S70  million.  In  1949  this  balanced  trade 
is  to  reach  a  peak  figure  of  $27,356,000  in  each  di¬ 
rection,  as  contrasted  with  prewar  trade  between 
the  two  countries,  which  averaged  from  $i  to  $2 
million  dollars  a  year.  Czechoslovakia  undertakes 
to  supply  Bulgaria  with  electric  power  plants,  trans¬ 
formers,  construction  equipment  and  materials, 
lathes,  autos  and  trucks,  trolleys,  locomotives,  and 
mining  equipment,  receiving  from  Bulgaria  food¬ 
stuffs  and  tobacco.  The  Czech  National  Bank  is 
also  to  help  finance  industrial  expansion  in  Bul¬ 
garia.  It  is  interesting  to  note  that,  in  1947,  the 
shares  of  Belgium,  France,  the  United  States  and 
Britain  in  Bulgaria’s  trade  more  than  doubled  as 
compared  with  the  prewar  level,  the  United  States 
taking  6  per  cent  of  Bulgarian  exports  and  supply- 
ing  5  per  cent  of  imports.’ 

4.  Czechoslovakia,  Holland,  Poland,  Rumania,  Yugoslavia, 
Switzerland,  and  U.S.S.R. 

5.  "Bulgarian  Trade,”  Ritfiness  MVe/^  (New  York),  May  17, 


Notable,  too,  is  the  program  of  mutual  economic 
collaboration  drawn  up  by  a  mixed  Bulgarian- 
Y’ugoslav  economic  commission  in  Belgrade  late  in 
1947,  which  constitutes  a  step  toward  integra¬ 
tion  of  the  two  countries’  economies.  Under  this 
program,  Yugoslav  machine  industry  will  concen¬ 
trate  during  1948  on  production  of  tractors,  and 
no  tractor  factories  will  be  built  in  Bulgaria,  al¬ 
though  proposals  to  erect  Bulgarian  plants  for 
manufacture  of  tractor  spare  parts  are  under  con¬ 
sideration  in  both  countries.  Bulgaria  will  receive 
from  Yugoslavia  turbine  water  pumps,  electric 
motors,  ball  bearings,  motorcycles  and  drills;  while 
Yugoslavia  will  receive  from  Bulgaria  carpentry 
machinery,  boilers,  and  canning  machinery.  The 
two  countries  will  standardize  production  of  rail¬ 
road  cars,  locomotives,  refrigerator  rolling  stock, 
and  agricultural  machinery.  Other  proposals  in¬ 
volve  the  exchange  of  surplus  machinery  and  sur¬ 
plus  raw  materials  between  the  two  countries.^ 

Yugoslavia 

The  economy  of  Yugoslavia,^  still  backward  be¬ 
fore  World  War  II,  was  completely  disrupted  by 
occupation,  war  damage,  looting,  and  enemy  ex¬ 
ploitation.  The  systematic  destruction  of  communi¬ 
cations  by  the  Yugoslav  resistance  movement  in 
close  collaboration  with  strategic  Allied  bombing 
greatly  hampered  the  country’s  postwar  rehabilita¬ 
tion,  especially  the  distribution  of  emergency  relief 
brought  by  UNRRA  in  1945-46.  The  two  major 
problems  of  ’’I’ugoslavia  immediately  after  cessation 
of  hostilities  was  to  import  sufficient  forjd  to  stave 
oil  starvation,  and  to  provide  transport  facilities  nec¬ 
essary  to  distribute  available  food  in  deficit  areas, 
'  especially  in  the  mountains. 

Before  the  war  the  Yugoslav  state  had  owned 
state  monopolies  such  as  salt,  matches  and  tobacco 
manufacture,  as  well  as  railways,  a  part  of  the  for¬ 
ests,  a  number  of  large  farms,  some  of  the  sugar 
industries,  .several  banks,  and  almost  the  entire  iron 
ore  and  steel  production.  After  the  war,  the  gov¬ 
ernment  of  Marshal  Tito  greatly  enlarged  the  hold¬ 
ings  of  the  state  by  confiscating  the  property  of 
the  numerous  German  enterprises  in  Yugoslavia, 
as  well  as  those  of  certain  local  collaborators,  and 
nationalized  some  key  industries.  In  the  autumn 
of  1946  the  Tito  government  announced  its  inten¬ 
tion  to  nationalize,  without  compensation,  the 
French-owned  Bor  copper  mines,  the  largest  in 
Europe,  and  the  valuable  Trepca  lead  and  zinc 

>947>  P-  *08;  “Czechoslovakia  and  Her  Neijjhbours,"  The 
Economist  (London),  July  19,  1947,  p.  112. 

6.  Department  of  Commerce,  Foreign  Commerce  Weekh 
(Washington),  February  21,  1948.  p.  23. 

7.  UNRRA,  cited.  Agriculture  and  Food  in  Yugoslavia,  0.\P 
No.  23,  February  1947. 
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mines,  operated  by  British  interests  in  Serbia,  on 
the  ground  that  shares  in  these  concerns  had  been 
sold  to  the  Germans  on  the  eve  of  the  war. 

All  the  enterprises  controlled  by  the  state,  what¬ 
ever  their  original  ownership,  are  integrated  into 
the  Five-Year  plan  of  reconstruction  and  develop¬ 
ment.  By  the  end  of  1946,  60  per  cent  of  all  eco¬ 
nomic  activities,  including  wholesale  trade  and  im¬ 
portant  parts  of  retail  trade,  were  directly  national- 
J  ized.  Only  10  per  cent  of  economic  activities  were 
conducted  by  private  enterprise,  while  30  per  cent 
were  in  a  state  of  sequestration — that  is,  they  were 
confiscated  but  were  awaiting  disposal.  Since  then 
practically  the  whole  of  the  “sequestered”  group 
of  enterprises  has  been  transferred  to  public  owner¬ 
ship.  Private  ownership  is  limited  largely  to  handi¬ 
crafts,  a  sector  of  retail  trade,  and  agriculture, 
which,  however,  is  based  in  considerable  part  on 
village  co-operatives  and  the  use  of  agricultural^ 
machinery  rented  by  the  state. 

FI\'E'VEAR  PLAN 

The  political  dictatorship  of  Marshal  Tito  has 
been  vigorously  criticized  abroad.  It  is  generally 
conceded,  however,  even  by  some  critics,  that  con¬ 
siderable  progress  was  made  during  the  first  two 
postwar  years  in  repairing  the  worst  of  the  war 
damage  and  restoring  the  transport  system.  To  a 
marked  degree,  the  success  of  rehabilitation  has 
been  attributed  to  the  vigorous  efforts  of  the  young 
generation,  who  have  contributed  volunteer  labor 
to  various  reconstruction  projects,  notably  the  re¬ 
building  of  railways  under  the  project  known  as 
the  “Youth  Railway.”* 

The  Yugoslav  Five-Year  plan  for  economic  de¬ 
velopment,  adopted  on  April  28,  1947  and  covering 
the  period  1947  to  1951,  is  designed  to  modernize 
agriculture  and  develop  industry  by  expanding 
the  use  of  the  country’s  resources  of  raw  materials 
—copper,  lead,  chrome  and  zinc,  as  well  as  oil — 
which  had  hitherto  been  inadequately  developed, 
and  by  utilizing  the  hydroelectric  potentialities  of 
the  Drina  basin  for  industrial  purposes.’  The  plan 
lays  great  stress  on  investment  in  industry  rather 
than  on  consumption,  in  a  way  reminiscent  of 
Russia’s  Five-Year  plans,  and  emphasizes  indus¬ 
trialization  rather  than  expansion  of  agriculture. 
Considerable  attention  is  to  be  given  to  health  and 
educational  services,  as  well  as  to  transport  and 
municipal  services.  The  plan  contemplates  not  only 

8.  "PlanninK  'f>  East  Europe,”  It,  The  Times  (London),  Janu¬ 
ary  10,  1948,  p.  5;  “Progress  in  Jugoslavia,”  The  Economist 
(London),  January  19,  1946,  p.  97.  For  a  description  of  the 
“Youth  Railway,”  see  Robert  St.  John,  The  Silent  People 
Sprah  (New  York,  Doubleday,  1947). 

9-  UN  Department  of  Economic  Affairs,  Economic  Develop- 
tntnt  in  Selected  Countries  (Lake  Success,  N.  Y.),  p.  209. 


reconstruction,  but  also  economic  development  at 
a  pace  so  rapid  that  foreign  observers  believe  it  can 
be  achieved  only  by  maintenance  of  utmost  ex¬ 
ertion  on  the  part  of  the  Y  ugoslav  people.  No  pro¬ 
vision  is  made  in  the  plan  for  foreign  loans  or 
credits,  and  the  contemplated  investments  will 
therefore  have  to  be  financed  out  of  internal  re¬ 
sources.  The  plan  aims  not  only  to  raise  Yugoslavia 
from  the  status  of  a  backward  country  to  that  of 
an  industrialized  nation,  but  also  to  reduce  and 
eventually  eliminate  inequalities  within  the  coun¬ 
try  by  providing  for  the  creation  of  industries  in 
the  less  developed  areas,  notably  Montenegro, 
Macedonia,  and  Bosnia-Herzegovina. 

Total  capital  expenditure  under  the  Five-Year 
plan  is  estimated  at  $5.57  billion.  The  value  of  in¬ 
dustrial  production  is  to  be  raised  almost  five 
times;  and  the  share  of  industrial  production  in 
the  total  national  income  is  to  be  increased  from 
less  than  20  per  cent  in  1939  to  almost  50  per 
cent  in  1951.  Among  the  main  industrial  targets 
are  the  increase  of  electric  power  from  i.i  billion 
kilowatt-hours  in  1939  to  4.35  billion  in  1951;  coal 
and  coke  from  6  million  tons  in  1939  to  16.5  mil¬ 
lion  tons  in  1951;  iron  ore  from  600,000  to  1.5  mil¬ 
lion;  and  steel  from  235,000  to  760,000.  The  plan 
reveals  a  tendency  to  retain  domestic  raw  materials, 
some  of  which  (notably  zinc,  developed  by  British 
interests,  and  copper,  developed  by  the  French) 
had  been  exported  in  large  quantities  abroad  before 
the  war,  for  domestic  manufacture  of  finished 
goods.  In  contrast  to  Poland’s  Three-Year  plan 
which  contemplates  improvement  in  consumption, 
fulfillment  of  the  intensive  industrialization  targets 
set  by  the  Yugoslav  Five-Year  plan  is  expected  to 
require  sacrifice  or  postponement  of  consumption 
needs.  Agricultural  output  is  to  be  increased  to  20 
per  cent  above  prewar  level  by  drainage,  irrigation, 
expanded  use  of  fertilizers  and  modern  agricul¬ 
tural  machinery — notably  tractors — food  and  veg¬ 
etable  processing,  and  other  measures. 

The  plan  does  not  contain  details  concerning 
financial  methods,  but  it  is  understood  that,  as  in 
the  U.S.S.R.,  a  general  purchase  tax  or  turnover 
tax  will  be  charged  on  all  articles  of  consumption, 
over  and  above  their  cost  price.  New  investment 
will  be  financed  through  funds  thus  collected  in 
the  central  budget.  The  turnover  tax,  which  from 
the  consumer’s  point  of  view  amounts  to  an  in¬ 
crease  in  price,  is  expected  to  restrict  the  volume 
of  consumption  to  the  level  required  by  the  in¬ 
vestment  program.  Individual  enterprises  are  also 
allowed  to  charge  higher-than<ost  prices  for  their 
output  and  to  retain  any  profits  arising  through  a 
higher-than-planned  volume  of  production,  or 
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through  a  lower-than-planned  level  of  real  costs, 
for  their  own  capital  development. 

While  the  Five-Year  plan  makes  no  reference  to 
foreign  trade  or  foreign  financial  assistance,  the 
current  excess  of  imports  over  exp>orts  in  Yugo¬ 
slavia’s  foreign  trade  balance  indicates  the  need  for 
some  form  of  outside  assistance  to  close  the  gap. 
In  1947  the  value  of  the  imports  required  by  Yugo¬ 
slavia  was  estimated  at  $505  million  ($470  million 
if  UNRRA  shipments  are  excluded),  as  compared 
with  the  value  of  available  exports,  estimated  at 
$132  million,  leaving  a  gap  of  $383  million  in  the 
total  government  program  for  that  year.  Against 
this  gap  Yugoslavia  had  $37  million  in  gold  and 
foreign  exchange,  and  $47  million  in  other  external 
assets,  consisting  of  gold  blocked  in  the  United 
States  and  held  by  the  Federal  Reserve  Bank  of 
New  York.  The  Yugoslav  government  has  repeat¬ 
edly  demanded  release  of  this  gold,  but  so  far  with¬ 
out  success. 

Among  Yugoslavia’s  principal  import  require¬ 
ments,  the  major  items  are  capital  equipment  (rails 
and  accessories,  telecommunications  equipment, 
building  machinery,  locomotives  and  freight  cars), 
fertilizers,  synthetic  rubber,  steel,  coal  and  coke, 
textiles,  and  food. 

At  the  present  time,  Yugoslavia’s  foreign  trade  is 
conducted  on  the  basis  of  barter  agreements  with 
10  countries  in  East  and  West.'®  From  Czechoslo¬ 
vakia,  Belgrade  expects  to  obtain  stubstantial  in¬ 
dustrial  equipment  over  the  five  years  of  the  plan’s 
duration.  According  to  the  terms  of  the  trade  agree¬ 
ment  concluded  with  Russia  on  July  30,  1947, 
Yugoslavia  is  to  receive  metallurgical  plants  and 
equipment,  both  ferrous  and  nonferrous,  and 
equipment  for  oil  and  chemical  industries  and  for 
coal  mining,  to  fiermit  implementation  of  the  Five- 
Year  plan.  The  agreement  also  provides  for  the 
^  dispatch  of  Russian  technicians  to  Yugoslavia. 

COUNTRIES  SUBJECT  TO  REPARATIONS 

The  two  countries  of  this  region — Hungary  and 
Rumania — which  under  the  terms  of  their  respec¬ 
tive  armistices  (1945)  and  subsequent  peace  treaties 
(1947)  must  pay  reparations  for  war  damage,  prin¬ 
cipally  to  the  U.S.S.R.,  are  faced  with  problems  of 
reconstruction  and  development  far  more  difficult 
and  complex  than  those  of  their  neighbors.  Their 
economies,  already  damaged  by  war  destruction, 
have  been  subjected  to  the  further  strain  of  having 
to  produce  sufficient  quantities  of  specified  food, 
raw  materials  and  manufactured  products  over  and 
above  their  own  bare  domestic  and  foreign  trade 
needs  to  fulfill  their  reparations  obligations,  which 

ii>.  Albania.  Bcliiiiiiii,  Czechoslovakia,  France,  Hungary,  Neth¬ 
erlands,  Norway,  Riinama,  Switzerland,  and  U.S.S.R. 


do  not  end  until  the  early  i95o’s.‘'  They  have  also 
had  to  provide  food  for  Russian  armies  of  occupa¬ 
tion,  estimated  in  each  case  at  over  500,000,  which 
have  been  “living  off  the  land.’’  In  addition,  the 
U.S.S.R.  has  insisted  on  the  formation,  Ixnh  in 
Hungary  and  Rumania,  of  joint-stock  corporations 
owned  by  the  Soviet  government  and  the  govern¬ 
ment  of  the  country  in  which  they  operate.'*  The 
contribution  of  the  U.S.S.R.  to  the  assets  of  these 
corporations,  which  frequently  had  either  been 
German-owned  before  the  war,  or  had  been  seized 
during  the  war  by  the  Nazis,  consisted  of  German 
assets  which  the  Soviet  government  claimed  as  war 
booty.  By  becoming  )oint  owner  of  certain  key  cor¬ 
porations,  the  Soviet  government  could  use  its 
share  of  their  profits  to  purchase  goods  from  other 
countries  in  this  region.  The  board  of  directors  of 
each  corporation  is  composed  of  equal  numbers  of 
Russian  citizens  and  citizens  of  Hungary  or  Ru¬ 
mania,  with  a  citizen  of  the  small  country  serving 
as  chairman,  and  a  Russian  as  vice-chairman.  The 
general  manager  is  Russian,  his  assistant  a  citizen 
of  the  given  country.  While  the  Soviet  government 
participates  on  a  50-50  basis,  these  corporations  have 
the  status  of  domestic  corporations,  and  therefore 
enjoy  equality  of  treatment  as  compared  with  “for¬ 
eign”  treatment  accorded  to  corporations  owned  by 
nationals  of  other  countries.'^ 

Hungary 

While  Hungary  is  still  predominantly  an  agri¬ 
cultural  country,  it  has  resources  for  the  develop¬ 
ment  of  considerable  light  industry  (coal,  oil  and 
bauxite),  and  during  the  interwar  years  had  active¬ 
ly  started  on  the  road  to  industrialization.  In  1943, 
Hungary’s  last  peacetime  year,  it  was  estimated 
that  agriculture  provided  28  per  cent  of  the  na¬ 
tional  income,  as  compared  with  47  per  cent  in 

11.  Hungary  must  pay  S300  million  to  Russia,  Sioo  million 
each  to  Czechoslovakia  and  Yugoslavia;  Rumania  must  pay 
S300  million  to  Russia.  Moscow  claimed  no  reparations  from 
Bulgaria,  presumably  because  it  is  a  Slav  country,  but  under 
its  peace  treaty  Bulgaria,  on  the  insistence  of  the  Western  pow¬ 
ers,  must  pay  $45  million  to  Greece  and  S25  million  to  Yugo¬ 
slavia.  All  dollar  amounts  of  reparations  arc  expressed  in  1938 
prices  and  are  thus  considerably  higher  than  would  be  the  same 
.amounts  in  current  dollars. 

12.  TTie  Russian-Rumanian  treaty  of  May  8,  1945  provided  for 
the  formation  of  seven  joint-stock  corporations  of  which  five 
have  been  formed,  concerned  with  oil,  transportation,  civil 
aviation,  banking  and  lumber.  The  Russian-Hungarian  treaty 
of  August  27,  1945  provided  for  the  formation  of  ten  joint-st^xk 
corporations,  of  which  five  have  been  formed,  concerned  with 
bauxite,  oil,  petroleum  refining,  railway  transportation,  and 
civil  aviation.  The  East  European  Economy  in  Relation  to  the 
European  Recovery  Program,  Preliminary  Report  of  the  House 
Select  Committee  on  Foreign  Affairs,  March  7,  1948  (Wash¬ 
ington,  1948),  p.  38.  See  also  V.  M.  Dean,  “Russia’s  Foreign 
Trade  Policy,”  Foreign  Policy  Reports,  February  15,  1947. 
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1920,  while  industry  provided  33  per  cent,  as  com¬ 
pared  with  18.2  per  cent  in  i920.‘‘‘  In  spite  of  this 
industrial  development,  the  bulk  of  Hungary’s 
prewar  exports  consisted  of  agricultural  products, 
largely  grain  and  livestock;*’  and  51.8  per  cent  of 
a  total  population  of  8.7  million  in  1930  were  de¬ 
pendent  on  agriculture  as  their  main  source  of  live¬ 
lihood,  as  compared  with  23.1  per  cent  in  industry. 

Although  Hungary,  before  the  war,  was  one  of 
the  principal  grain-producing  and  grain-exporting 
countries  in  Europe,  the  population  had  a  very  low 
standard  of  living.  Hungary’s  agricultural  back¬ 
wardness  was  due  “to  non-progressive  production 
methods,  particularly  low  fertilizer  consumption 
and  shortage  of  implements”;  unequal  distribution 
of  land;  and  persisting  disguised  unemployment 
in  rural  areas.*^  Relatively  little  effort  was  made 
by  Hungary’s  large  landowners  to  introduce  mod¬ 
ern  machinery,  adequate  fertilizer,  and  other  means 
of  improving  and  diversifying  production.  Accord¬ 
ing  to  UNRRA  observers,  “the  establishment  of  a 
reasonable  standard  of  nutrition  in  Hungary  will 
depend  on  the  complete  reshaping  of  its  agricul¬ 
tural  policy  and  the  introduction  of  intensive  culti¬ 
vation.”*’ 

Early  in  1945  the  provisional  Hungarian  govern¬ 
ment  formed  at  Debrecen  published  a  Land  Re¬ 
form  Act  ordering  the  surrender  of  all  landhold¬ 
ings  above  575  hectares,  partly  against  compensa¬ 
tion,  and  the  reduction  of  smaller  holdings  to  a 
maximum  of  57.5  hectares.  Properties  belonging  to 
members  of  former  Nazi  and  other  Fascist  organ¬ 
izations  were  confiscated  outright.  Execution  of  the 
new  law  was  entrusted  to  a  national  commission 
for  land  settlement  which  was  to  redistribute  land 
to  farm  employees  of  the  confiscated  estates,  land¬ 
less  agricultural  laborers,  and  small  holders  and 
their  families,  in  that  order  of  priority,  the  maxi¬ 
mum  area  being  fixed  at  8.6  hectares  per  farmer. 

The  redistribution  program  was  criticized  on 
several  grounds.  The  act,  it  was  said,  resulted  in 
the  creation  of  dwarf  farms  which  could  not  be 
efficiently  cultivated.  This  outcome,  according  to 
critics,  had  been  purposely  sought  by  the  govern¬ 
ment  with  a  view  to  the  ultimate  collectivization 
of  all  land.  It  was  also  contended  that  the  grant  of 
land  to  local  inhabitants  only  perpetuated  some  of 
Hungary’s  agrarian  problems,  since  the  country  is 
unevenly  populated  and  landless  workers  predom- 

'4.  Dr.  Peter  V’as-Zoltan,  “Nationalization  in  Hungary,”  Danu- 
htan  Facts  and  Problems,  published  by  The  Hungarian  Bulletin 
(Budapest). 

>5-  L'NRR.A,  cited,  Agriculture  and  Food  in  Hungary,  0.\P 
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inate  in  the  less  fertile  areas,  while  there  is  relative 
underpopulation  in  the  Trans-Danubian  areas 
where  large  estates  were  previously  located. 

Under  the  Land  Reform  Act,  663,359  persons 
were  entitled  to  receive  land,  of  whom  by  1947 
some  105,000  were  still  without  allotments.  Recipi¬ 
ents  are  to  pay  for  the  land,  the  price  being  fixed 
at  twenty  times  the  income  of  the  land  as  shown 
in  the  tax  register.  Payment  is  to  be  made  within 
twenty  years  in  cash  or  kind  to  the  government 
compensation  fund,  which  is  to  be  used  for  pay¬ 
ment  to  expropriated  landowners. 

The  splitting  up  of  estates  into  small,  and  fre¬ 
quently  uneconomic  units,  taken  together  with 
shortages  of  manpower,  draught  animals,  fertilizer 
and  machinery,  and  the  drought  of  1945,  resulted 
during  the  first  two  postwar  years  in  a  sharp  reduc¬ 
tion  of  agricultural  output.  The  government  has 
sought  to  remedy  some  of  these  difficulties  by  en¬ 
couraging  the  formation  of  agricultural  co-ojieratives 
and  by  providing  the  new  landholders  with  training 
in  modern  agrarian  methods.  In  addition  to  Hun¬ 
gary’s  other  agricultural  difficulties,  reparations  de¬ 
mands  and  the  requirements  of  Russian  occupation 
forces  further  drained  the  country’s  reduced  agri¬ 
cultural  resources.*® 

So  far  as  Hungary’s  industrial  resources  are  con¬ 
cerned,  it  is  estimated  that  one-third  of  the  national 
capital  in  mining  and  industry  was  destroyed  dur¬ 
ing  the  war.*^  Following  the  breakup  of  the  Aus¬ 
tro-Hungarian  Empire  after  World  War  I,  which 
deprived  Hungary  of  a  large  tariff-free  market  for 
its  agricultural  products  and  forced  it  to  seek  live¬ 
lihood  for  its  population  in  other  occupations, 
Hungarian  industry  expanded  rapidly  between 
1920  and  1938.  The  most  marked  expansion  oc¬ 
curred  in  consumer-goods  industries,  such  as  tex¬ 
tiles,  paper,  printing,  chemicals  and  others,  where 
protectionist  tariffs  proved  of  particular  assistance. 
In  the  inter-war  years  industrial  exports  also  in¬ 
creased,  although  in  many  enterprises  Hungary  did 
not  attain  the  degree  of  efficiency  required  for  in¬ 
ternational  competition.  In  spite  of  industrial  ex¬ 
pansion,  the  reservoir  of  cheap  labor  made  available 
by  unemployment  in  rural  areas  kept  wages  at  a 
low  level. 

During  the  years  1938-43,  before  Hungary  itself 
became  engulfed  in  war,  industrial  activity  was 
greatly  intensified,  first  to  meet  the  country’s  secur¬ 
ity  needs,  then  the  demands  of  the  German  mili¬ 
tary  machine.  Indu.strial  output  had  increased  by 
28  per  cent  in  1943  compared  with  1938.  The 
greatest  increases  were  registered  in  the  engineer- 

18.  Ibid.,  p.  23 
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ing  industry,  iron  and  steel,  and  electricity  out- 
put.^“  Ironically,  it  was  these  enterprises  which  suf¬ 
fered  the  greatest  damage  in  the  war  years.  The 
Germans,  during  their  occupation,  removed  ma¬ 
chines  essential  to  production  over  large  sectors  of 
industry,  and  lack  of  specialized  machines  and 
spare  parts  paralyzed  production  in  other  sectors. 

NATIONALIZATION  AND  REPARATIONS 

Before  the  war,  the  Hungarian  state  had  owned 
a  number  of  enterprises,  notably  railways,  postal 
services,  river  and  sea  shipping,  some  steel  mills 
and  factories  producing  machinery,  as  well  as  for¬ 
ests  and  agricultural  land.  In  1946-47  the  govern¬ 
ment  nationalized  the  coal  mines,  power  plants, 
heavy  industry,  and  food-processing  enterprises.^* 
Following  the  forced  resignation  of  Premier  Ferenc 
Nagy  in  March  1947,  the  government  of  Premier 
Lajos  Dinnyes  in  July  1947  nationalized  the  coun¬ 
try’s  principal  banks.  Projects  for  nationalization 
of  bauxite  mines  (some  of  them  foreign-owned), 
the  aluminum  industry,  and  the  chemical  industry 
are  rejxirted  to  be  in  preparation.  According  to 
present  plans,  industries  producing  consumer 
gotjds,  of  which  the  textile  industry  is  the  most 
important,  are  not  to  be  nationalized. 

Nationalization  was  closely  linked  to  the  govern¬ 
ment’s  obligation  to  pay  $500  million  of  reparations 
in  kind  to  the  U.S.S.R.,  Czechoslovakia  and  Yugo¬ 
slavia  over  a  period  of  six  years  beginning  in  1945, 
subsequently  extended  to  eight  years,  which  would 
bring  reparations  to  a  close  in  1953.  According  to 
UNRRA  estimates,  the  burden  of  reparations, 
which  contributed  to  dislocation  of  the  country’s 
already  shaky  economy  in  1945-46,  “no  longer  rep¬ 
resent  the  burden  it  once  was  upon  the  Hungarian 
economy.”  Payments  are  now  being  made  out  of 
current  production,  and  it  is  estimated  that  indus¬ 
try  as  a  whole  is  contributing  15  per  cent  of 
output  to  reparations.^’  The  proportion,  however, 
is  much  higher  in  certain  branches,  the  capital 
goods  industries,  for  example,  still  being  engaged 
60  to  70  per  cent  on  reparations  work,  and  the  tex¬ 
tile  industry  being  principally  employed  for  this 
purpose.  “But  this  is  by  no  means  an  unmitigated 
burden,  since  without  this  activity  unemployment 
would  be  considerably  higher  than  it  now  is.” 
In  the  case  of  the  textile  industry,  the  Soviet  gov¬ 
ernment  has  been  supplying  raw  cotton  for  manu¬ 
facture  into  textiles,  part  of  which  are  retained  in 
Hungary  as  payment  for  manufacturing. 

Industrial  recovery,  nevertheless,  was  seriously 
hampered  in  the  early  postwar  period  by  an  infla- 
Ihid.,  p.  6. 
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tion  that  rose  to  heights  unprecedented  in  eco-  t 

nomic  history.  The  inflation  was  due  to  a  combina-  ; 

tion  of  many  unfavorable  circumstances,  among 
them  the  loss  of  nearly  one-third  of  the  country’s  1 

industrial  and  agricultural  potential  as  a  ic-sult  | 

of  territorial  changes;  war  damage  and  removals  1 

by  the  Germans;  the  virtual  cessation  of  foreign  1 

trade;  and,  most  of  all,  the  payment  of  reparations  i 

already  mentioned.  The  fantastic  inflation  of  the  1 

pengo,  which  came  to  be  calculated  in  astronomic  < 

figures,  was  brought  to  an  end  on  August  i,  1946  < 

by  introduction  of  a  new  currency  unit,  the  forint,  1 

and  the  establishment  of  strict  price  controls.  These  1 

measures  appear  to  have  checked  the  chaos  which 
appeared  to  be  threatening  the  country’s  economy. 

I 

THE  THREE-YEAR  PLAN 

In  March  1947,  following  the  downfall  of  the 
Nagy  cabinet,  the  Hungarian  government  adopted 
a  Three-Year  plan  of  reconstruction  and  develop¬ 
ment  covering  the  period  1947-49.^^  This  plan, 
which  represents  the  fusion  of  projects  drawn  up 
separately  by  the  Communists  and  the  Social  Dem¬ 
ocrats,  provides  for  agricultural  modernization  and 
industrialization.  Of  a  total  of  $540  million  to  be 
expended  over  the  three-year  period,  some  30  per 
cent  is  to  be  allocated  to  agriculture  and  improve¬ 
ment  of  the  “material  and  cultural  well-being  of 
the  agrarian  classes”;  some  26  per  cent  for  the  pur¬ 
pose  of  increasing  the  productive  capacity  of  mines 
and  industrial  enterprises;  some  26  per  cent  for  re¬ 
construction  of  transjxirt  and  postal  services;  and 
some  17  per  cent  for  building  programs  as  well  as 
cultural  and  social  investments. 

Among  the  main  targets  of  the  Three-Year  plan, 
which  is  regarded  by  foreign  observers  as  decidedly 
overoptimistic,  is  the  increase  of  industrial  produc¬ 
tion  to  a  point  where  it  will  exceed  that  of  1938 
by  26.5  per  cent,  the  principal  increases  being  in 
mining,  heavy  industry,  machine  industry,  power 
stations,  chemicals,  and  building.  Agriculture,  ac¬ 
cording  to  the  plan,  will  only  reach  the  1930  level 
by  1949,  and  foreign  trade  will  still  be  below  that  ! 
level.  The  Hungarian  Three-Year  plan,  like  the  | 
plans  of  Bulgaria  and  Yugoslavia,  relies  heavily 
on  domestic  resources,  and  indicates  no  intention  i 
of  requesting  foreign  aid.  J 

Although  some  progress  has  been  made  in  reviv-  j 
ing  trade  with  other  countries,  Hungary  has  as  yet  f 
few  commodities  to  export,  and  is  far  more  de-  | 
pendent  on  trade  with  the  U.S.S.R.  than  most  of  ^ 
the  other  countries  of  Eastern  Europe.  From  the 
U.S.S.R.  Hungary  imports  coke,  iron  ore,  pig  iron,  | 

23.  For  text,  see  The  Hungarian  Three-Year  Plan  (Budapest.  I 
The  Hungarian  Bulletin,  1947).  I 
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ferro-alloys,  raw  rubber,  heavy  petroleum,  tractors 
and  trucks,  timber,  including  pit  props,  some  sugar 
and  salt,  and  certain  chemical  products.  While 
Hungary  undertook  in  return  to  deliver  oil  and  oil 
products,  cement,  various  foodstuffs,  and  fine 
mechanical  and  industrial  instruments,  it  has  found 
it  extremely  difficult  to  fulfill  its  commitments,  and 
its  exports  to  the  U.S.S.R.  have  for  the  most  part 
taken  the  form  of  cement  and  oil  products.  As  in 
other  countries  of  the  region,  the  Soviet  Union 
during  the  first  postwar  year  replaced  Germany  in 
Hungary’s  foreign  trade,  supplying  49  per  cent  of 
imports  and  taking  45  per  cent  of  exports  in  1946. 

In  the  future,  Hungary,  itself  suffering  from 
food  difficulties,  is  not  expected  to  resume  exports 
of  grain  and  livestock  on  any  considerable  scale, 
and  its  principal  exports  will  probably  be  oil  and 
bauxite.  Since  the  Three-Year  plan  contemplates 
a  program  of  development  which  would  require 
Hungary  to  retain  within  its  borders  as  much  of 
the  domestic  output  as  possible,  it  may  prove  nec¬ 
essary  to  develop  the  processing  of  raw  materials 
in  Hungary  for  the  account  of  more  advanced  na¬ 
tions,  on  the  pattern  of  the  raw  cotton-textiles  bar¬ 
ter  arrangements  between  Hungary  and  the 
U.S.S.R.  Prospects  for  revival  of  trade  with  Ger¬ 
many  and  Austria  are  not  at  present  bright.  In  ad¬ 
dition  to  the  U.S.S.R.,  Poland  and  Czechoslovakia, 
which  could  furnish  some  of  the  industrial  equip¬ 
ment  needed  by  Hungary,  will  doubtless  figure 
significantly  in  Hungarian  foreign  trade. 

Rumania 

The  country  in  this  region  suffering  the  most 
parlous  economic  condition  is  Rumania,  which  be¬ 
fore  the  war  was  an  important  exporter  of  wheat 
and  oil.  The  meagre  reports  available  through  the 
press  would  indicate  that  war  damage  and  dis¬ 
location,  reparations  to  the  U.S.S.R.  set  at  $300 
million,  the  requirements  of  Russian  occupation 
forces,  severe  postwar  droughts,  and  improvised 
and  inefficient  attempts  to  effect  hasty  reorganiza¬ 
tion  of  a  backward  agriculture  and  of  the  oil  fields, 
for  the  most  part  foreign-owned,  had  reduced  the 
country  by  the  summer  of  1947  to  a  state  bordering 
on  economic  chaos. 

The  oil  fields  of  Rumania,  which  before  the  war 
had  been  the  world’s  sixth  largest  producer,  were 
producing  only  3.7  million  tons  in  1947  compared 
with  6.868  million  tons  in  1938,  although  the  in¬ 
dustry  was  employing  50,000  workers  as  compared 
with  23,600  in  1938.’"*  Near-famine  conditions  pre¬ 
vailed  in  various  parts  of  the  country,  notably 
Moldavia,  and  wheat  and  corn  from  the  United 

^4.  Xew  Yor/^  Times,  July  lo,  1947  (dispatch  from  Bucharest). 


States  and  the  U.S.S.R.  had  to  be  rushed  in  during 
the  winter  of  1947  to  stave  off  disaster.  This  danger¬ 
ous  shortage  of  food  was  attributed  by  critics  of 
the  Rumanian  government  to  drought;  lavish  con¬ 
sumption  by  Russian  occupation  forces;  and  a  poorly 
organized  land  reform,  under  which  a  tenth  of  the 
arable  area  was  redistributed  in  1945-46,  with  the 
breakup  of  every  farm  of  more  than  125  acres.^’ 
By  1947,  the  wheat  crop,  which  before  the  war  aver¬ 
aged  3  million  tons  a  year,  had  sunk  to  2  million 
tons.^^ 

The  Rumanian  armistice  provided  that  repara¬ 
tions  to  Russia  were  to  be  paid  50  per  cent  in  oil 
products,  32  per  cent  in  ships,  barges,  locomotives, 
wagons  and  industrial  equipment,  and  18  per  cent 
in  grain.  In  1945  it  was  estimated  that  Rumania 
delivered  474,000  tons  of  grain  (wheat,  maize  and 
barley)  and  considerable  quantities  of  livestock.^^ 
When  the  strain  of  these  reparations  on  Rumania’s 
economy  became  apparent,  Russia  agreed  to  reduce 
some  of  its  claims,  to  extend  the  period  of  payment, 
and  to  aid  in  the  reconstruction  of  Rumanian  com¬ 
munications. 

Nevertheless,  Rumania  experienced  rapidly  grow¬ 
ing  inflation,  which  reached  a  climax  in  the  sum¬ 
mer  of  1947.  On  August  15  the  government,  in 
an  attempt  to  check  skyrocketing  prices  which  had 
disrupted  both  industry  and  agriculture,  banned 
the  old  inflated  currency,  decreed  that  one  leu 
would  be  given  for  20,000  old  ones,  and  set  strict 
limits  on  the  amount  of  money  any  one  person 
could  exchange.  Arrangements  for  currency  ex¬ 
change  were  designed  not  only  to  arrest  inflation, 
but  also  to  improve  the  financial  position  of  work¬ 
ers  and  employees  while  unfavorably  affecting  that 
of  the  middle  class  and  the  peasants.^®  In  the  au¬ 
tumn  the  American  press  reported  peasant  riots 
against  attempts  of  the  government  to  collect  grain 
at  new  prices.^^ 

Until  economic  conditions  in  Rumania  have 
reached  a  measure  of  stability,  it  appears  difficult 
to  undertake  any  coherent  plan  of  national  recon¬ 
struction,  or  to  develop  Rumanian  trade  with  other 
countries. 

CONCLUSION 

Owing  to  lack  of  adequate  statistical  data,  any 
survey  of  economic  trends  in  Eastern  Europe  and 
the  Balkans  during  the  as  yet  brief  period  of  transi- 

25.  R.  H.  Markham,  “Americans  Feed  Romanians,”  Christian 
Srience  Monitor,  March  25,  1947. 

26.  Edgar  R.  Rosen,  ihid.,  September  23,  1947. 

27.  “Russian-Roumanian  Tr.ide  Agreement,”  The  Economist 
(London),  October  20,  1945,  p.  561. 

28.  Christian  Science  Monitor,  August  29,  1947;  W.  H.  Law¬ 
rence,  New  York,  Times,  August  16,  1947. 

29.  Lawrence,  ihid.,  October  8,  1947. 


tion  from  war  to  relative  peace  conditions  must 
necessarily  be  incomplete  and  tentative.  Some  con¬ 
clusions,  however,  may  be  drawn  from  information 
now  available. 

1.  Growing  Pains  of  Undeveloped  Countries. 
With  the  exception  of  Czechoslovakia,  which  be¬ 
fore  the  war  had  attained  a  balanced  and  advanced 
economy,  the  nations  of  this  region  are  experienc¬ 
ing  the  growing  pains  of  undeveloped  countries 
engaged  in  the  task  of  raising  their  standard  of  liv¬ 
ing  through  industrialization  and  agricultural  mod¬ 
ernization.  These  growing  pains,  however,  have 
been  greatly  aggravated  by  wartime  destruction; 
dislocations  resulting  from  hasty  postwar  changes 
in  the  structure  of  their  economies;  and  the  drain¬ 
ing  of  their  economies  by  the  U.S.S.R.,  in  some  in¬ 
stances  through  barter  trade  at  prices  favorable  to 
Moscow,  in  others — notably  Hungary  and  Rumania 
— through  reparations  and  the  device  of  joint-stock 
companies. 

2.  Nationalization  and  Planning.  All  the  coun¬ 
tries  covered  in  this  and  the  preceding  Foreign 
Policy  Report  are  seeking  to  develop  their  resources, 
for  the  most  part  nationalized,  through  detailed 
programs  of  national  planning  enforced  by  political 
dictatorships  controlled  by  Communists  and  left- 
wing  Socialists  who  are  backed  by  the  U.S.S.R. 
While  none  of  the  plans  have  yet  reached  the  point 
of  specified  completion,  it  is  already  apparent  that 
there  will  be  considerable  differences  in  actual  ful¬ 
fillment.  In  Poland,  for  example,  the  Three-Year 
plan  apjiears  to  be  in  process  of  realization,  while  in 
O.echoslovakia,  before  the  February  1948  coup,  the 
Two-\'ear  plan  was  encountering  many  obstacles. 
Further  examination  of  available  data  will  be  re¬ 
quired  to  ascertain  whether  these  variations  in  per¬ 
formance  are  due  to  qualities  of  local  leadership, 
greater  degree  of  initial  nationalization  and  plan¬ 
ning,  more  lively  enthusiasm  on  the  part  of  the 
population,  or  technical  causes.  Obviously,  as  in 
the  case  of  Russia’s  Five-Year  plans,  estimates  of 
production  on  paper  should  not  be  confused  with 
actual  production  figures  ultimately  attained. 

Cfiven  the  chaotic  conditions  of  the  postwar  peri¬ 
od,  and  the  lack  of  accurate  comparative  data,  it  is 
difficult  as  yet  to  ascertain  whether  the  standard  of 
living,  in  terms  of  real  wages,  average  nutrition, 
clothing  and  shelter,  and  other  factors,  is  funda¬ 
mentally  better  than  that  preceding  the  war.  Many 
observers  believe  that  considerable  strides  have  been 
made  throughout  the  region  toward  repairing  the 
worst  of  the  war  damage,  and  laying  the  basis  for 
long-term  reconstruction,  should  the  raw  materials, 
tools  and  machinery  required  for  such  reconstruc¬ 
tion  become  available  in  adequate  quantities. 
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Others,  however,  are  convinced  that  the  chief  ob¬ 
jective  of  production  in  the  countries  of  Eastern 
Europe  and  the  Balkans  is  the  creation  of  war 
potential,  and  that  economic  development,  there¬ 
fore,  will  not  benefit  either  the  countries  of  that 
region,  or  Europe  as  a  whole. 

3.  Changes  in  Content  of  Trade.  If  the  targets 
set  in  the  various  national  plans  of  Eastern  Europe 
and  the  Balkans  are  even  partially  achieved,  the 
countries  of  this  region  may  be  expected  to  retain 
for  their  own  use  a  considerable  proportion  of  the 
food  and  raw  materials  they  exported  before  1939. 
This  would  be  the  natural  result  of  increased 
industrialization  and  a  consequently  rising  stand¬ 
ard  of  living,  quite  aside  from  any  political  de¬ 
sign  on  the  part  of  Moscow  to  withhold  the  re¬ 
sources  of  this  region  from  Western  Europe.  Some 
American  observers  deprecate  the  plans  of  these 
countries  to  become  industrialized,  contending 
that  they  represent  an  attempt  to  achieve  self- 
sufficiency  which  is  directly  contrary  to  current  pro¬ 
posals  for  revival  of  multilateral  trade  embodied  in 
the  International  Trade  Organization.  At  the  pres¬ 
ent  time,  however,  multilateral  trade  on  any  con¬ 
siderable  scale  does  not  exist  anywhere  in  the 
world,  and  even  great  trading  nations  like  Britain 
have  resorted  to  barter  trade.  Moreover,  experts  on 
Eastern  Europe  believe  that  only  through  indus¬ 
trialization  accompanied  by  modernization  of  agri¬ 
culture  can  the  countries  of  this  region  solve  their 
rural  overpopulation  problems,  and  ultimately  raise 
their  living  standards. 

4.  Role  of  U.S.S.R.  The  U.S.S.R.,  geographically 
a  component  of  Eastern  Europe,  has  played  a  dom¬ 
inant  political  role  in  the  postwar  development  of 
neighboring  countries.  Its  policy  has  been  guided 
by  strategic  motives — the  desire  to  create  along  its 
Western  border  a  group  of  buffer  states  which 
would  constitute  an  obstacle  to  future  German  ex¬ 
pansion.  It  has  also  been  guided  by  political  ob¬ 
jectives — the  determination  to  see  these  border 
countries  ruled  by  governments  “friendly”  to  Rus¬ 
sia,  not,  as  before  the  war,  generally  hostile  to  it. 
Economic  considerations,  however,  have  also  played 
an  important  part  in  Moscow’s  policy  toward  this 
region.  Russia,  itself  still  a  relatively  backward 
country  whose  industrial  and  agricultural  resources 
were  seriously  damaged  by  war,  needs  the  output 
of  its  neighbors’  fields,  mines  and  factories.  Unlike 
Germany,  which  opposed  the  industrialization  of 
the  nations  of  Eastern  Europe  and  the  Balkans. 
Russia  has  urged  its  neighbors  to  pursue  this  course. 
It  has  done  so  not  from  altruistic  motives,  but  part¬ 
ly  because  of  its  own  requirements  for  their  prod¬ 
ucts,  partly  because  of  its  conviction  that  industrial 
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workers  will  be  more  favorable  to  the  U.S.S.R. 
than  backward  peasants.  At  the  same  time,  Russia’s 
own  postwar  need  for  all  that  these  countries  could 
produce  caused  it  to  drain  their  resources,  thus 
delaying  their  own  recovery  and  industrialization. 

As  requisitions  under  the  head  of  reparations 
come  to  an  end  in  the  early  i95o’s,  however,  and 
Russia  itself  achieves  a  measure  of  reconstruction, 
this  drain  may  be  expected  to  taper  off.  Mean¬ 
while,  the  Kremlin  views  with  suspicion  any  at¬ 
tempts — such  as  the  Marshall  plan — on  the  part  of 
the  advanced  Western  nations  to  draw  the  coun¬ 
tries  of  this  region  away  from  Russia.  Yet 
Moscow  is  not  in  a  position,  and  will  not  be  for 
some  time  to  come,  to  furnish  neighboring  coun¬ 
tries  with  the  machinery,  tools  and  other  equip¬ 
ment  required  for  the  fulfillment  of  their  national 
programs  and  the  ultimate  satisfaction  of  Russia’s 
own  needs.  In  actuality,  while  all  these  countries 
trade  with  Russia  far  more  than  they  did  before 
1939,  it  is  their  trade  with  each  other,  on  a  regional 
basis,  which  has  shown  the  most  marked  increase 
since  the  end  of  the  war.  Nor  has  Russia  indicated 
opposition  to  the  formation  of  bilateral  customs 
unions  in  the  area,  such  as  that  between  Albania 
and  Yugoslavia,  or  to  economic  integration  agree¬ 
ments,  such  as  those  between  Poland  and  Czecho¬ 
slovakia,  or  Bulgaria  and  Yugoslavia. 

5.  Role  of  the  United  States.  Wartime  destruc¬ 
tion  of  communications,  depletion  of  stocks,  and 
the  ubiquitous  shortage  of  dollars  made  resump¬ 
tion  of  trade  with  the  United  States  after  the  war 
peculiarly  difficult  for  the  countries  of  this  region 
-quite  aside  from  any  ideological  affinities  they 
may  have  with  Russia,  or  the  degree  of  their  polit¬ 
ical  subjection  to  Moscow.  The  United  States, 
moreover,  does  not  need  the  principal  exports  of 
■his  region,  such  as  coal,  wheat  and  oil.  It  is  in¬ 
creasingly  interested,  however,  in  making  the  food 
and  raw  materials  of  the  East  available  to  the 
West,  so  as  to  lighten  the  obligations  it  has  as¬ 
sumed  under  the  European  Recovery  Program. 
Several  of  the  countries  in  this  region— Czechoslo¬ 
vakia  and  Poland — have  shown  particular  interest  in 
obtaining  urgently  required  industrial  equipment 
m  the  United  States,  but  only  provided  long-term 


credits  or  loans  are  available  on  a  business  basis, 
without  qualifications  as  to  the  economic  and  so¬ 
cial  system  of  the  creditors.  In  this  country  con¬ 
siderable  skepticism,  and  in  some  cases  outright 
hostility,  have  been  expressed  by  certain  business 
and  political  circles  concerning  socialization  and 
planned  economy  in  Europe.  Meanwhile,  Wash¬ 
ington’s  insistence  on  termination  of  UNRRA  in 
1947,  and  its  subsequent  disinclination  to  include 
Russia’s  satellites  in  American  relief  programs  un¬ 
til  announcement  of  the  Marshall  plan,  made  it 
difficult  for  the  governments  of  this  region  to  avoid 
falling  in  line  with  Moscow,  even  when  they  were 
genuinely  eager  to  improve  trade  relations  with 
the  United  States. 

6.  The  Choice  Ahead.  The  countries  of  Eastern 
Europe  and  the  Balkans  appear  to  have  a  choice 
between  two  main  alternatives.  They  might  seek  to 
improve  their  standard  of  living,  regardless  of  po¬ 
litical  changes,  by  maintaining  a  high  level  of  trade 
with  the  West,  initially  at  least  on  a  barter  basis. 
Or  else  they  might  come  to  depend  almost  exclu¬ 
sively  on  trade  with  their  powerful  neighbor.  Un¬ 
der  favorable  conditions  the  second  alternative,  in 
the  long  run,  might  foster  good  living  standards 
for  Eastern  European  countries — that  is,  assuming 
that  Russia  does  not  intend  merely  to  exploit  them 
as  sources  of  materials  for  fulfillment  of  its  own  re¬ 
construction  program.  Since  Russia,  however,  is 
not  in  a  position  to  supply  the  tools  and  machinery 
needed  by  its  neighbors,  it  may,  for  the  immediate 
future — ten  years  or  so — encourage  Eastern  Europe 
and  the  Balkans  to  trade  with  the  West.  Such  trade 
as  may  develop  between  East  and  West  over  the 
next  few  years  might  under  those  circumstances  be 
merely  a  stopgap  device.  But,  if  the  present  tension 
should  ease,  it  is  possible  that  growing  East-West 
trade  might  become  a  permanent  factor  in  a  re¬ 
constructed  European  economy.  The  question  that 
remains  to  be  answered  is  whether  the  “Molotov 
plan’’ — that  is,  Russia’s  effort,  long  antedating  the 
Marshall  plan,  to  channel  the  output  of  these  coun¬ 
tries  into  its  own  economy — is  irretrievably  in  con¬ 
flict  with  the  European  Recovery  Program,  which 
looks,  however  cautiously,  toward  resumption  of 
East-West  trade  on  a  permanent  basis. 
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Before  1939,  East- West  trade  was  small  when 
compared  with  the  commerce  carried  on  among 
the  industrial  nations  of  Europe.  It  was  the  inter¬ 
dependence  of  the  highly  developed  countries  and 
not  the  interdependence  of  industrial  and  agricul¬ 
tural  regions  which  was  really  significant.  Thus,  in 
1935,  trade  between  the  industrial  nations  account¬ 
ed  for  34  per  cent  of  their  total  imports,  while  51 
per  cent  came  from  other  continents,  and  only  15 
per  cent  from  the  rest  of  Europe  (i.e.,  the  agricul¬ 
tural  sector) 

TRADE  PARTNERS  OF  EASTERN  EUROPE 

These  data  reflect  the  fact  that  the  basis  for  a 
large  volume  of  commerce  is  a  high  degree  of  eco¬ 
nomic  development.  But  while  Eastern  Europe — 
with  the  exception  of  Czechoslovakia — is  primarily 
a  food-producing  area,  the  surplus  available  for 
export  is  small.  Population  increased  rapidly,  yet 
hardly  any  improvement  was  made  in  crop  yields, 
which  were  low  in  comparison  with  those  of  West¬ 
ern  Europe.  The  East,  moreover,  was  a  net  im¬ 
porter  of  many  important  raw  materials.^  The  in¬ 
dustrial  West,  therefore,  had  to  depend  largely  on 
imports  of  food  and  primary  products  from  other 
continents  to  meet  the  needs  of  its  highly  urban¬ 
ized  population.  This  was  particularly  true  of  the 
United  Kingdom,  which  imported  on  an  average 
about  75  per  cent  of  its  food  supply.  British  agri¬ 
cultural  imports  were  about  18.9  million  metric 
tons  annually,  1934-38;  while  agricultural  imports 
by  industrial  nations  on  the  continent  totaled  a 
little  over  21  million  tons.  During  the  same  period, 
however,  net  exports  of  food  and  feed  from  East¬ 
ern  Europe  averaged  only  4,026,000  tons,  while 
those  of  the  U.S.S.R.  amounted  to  1488,000  tons.^ 

Although  Britain  was  the  world’s  leading  trad- 

1.  League  of  Nations,  Europe's  Trade  (Geneva,  1941),  p.  8. 
European  trade  with  the  U.S.S.R.  was  in  the  aggregate  of  little 
importance — 2  per  cent  of  European  imports  and  3.5  per  cent 
of  exports  in  1935.  Industrial  Europe,  however,  was  the  most 
important  outlet  for  Soviet  exports,  taking  65  per  cent  of  the 
total.  Ihid.,  p.  18. 

2.  Rumania,  however,  was  a  large  exporter  of  petroleum  (5.1 
million  metric  tons  in  1937,  compared  with  net  European  im- 
fiorts  of  about  15  million  metric  tons).  Poland  exported  coal, 
shipping  II  million  metric  tons  in  1937,  or  about  one-fourth 
the  net  exports  of  Germany  in  that  year.  Yugoslavia  and  Hun¬ 
gary  were  large  prixlucers  of  bauxite — exporting  together 
856,000  metric  tons  in  1937;  Germany  was  a  leading  market 
for  bauxite,  with  net  imports  of  1,307,000  tons  in  1937.  Eastern 
Europe  (Poland  especially)  was  also  an  important  exporter  of 
timber.  See  Clcona  Lewis,  Sazi  Europe  and  World  Trade 
(Washington,  Brookings  Institution,  1941). 

3.  These  data  are  from  W.  K.  Bennett,  Food  for  Postwar  Eu¬ 
rope:  How  Much  and  What?  (Stanford  University,  Food  Re¬ 
search  Institute,  1944). 


ing  nation,  its  imports  from  Eastern  Europe  were 
on  a  small  scale  and  confined  almost  entirely  to 
purchases  of  Polish  timber  products,  Czech  pottery 
and  wearing  apparel,  and  Rumanian  fats  and  oils.^ 
The  most  important  outlets  for  exports  from  East¬ 
ern  Europe  and  the  Balkans  were  Austria  (40.2  per 
cent  of  its  imports  in  1937),  Greece  (21.8  per  cent 
of  1938  imports),  and  Germany  (16.8  per  cent  of 
1938  imports).  In  addition,  Italy,  Turkey  and 
Switzerland  each  purchased  about  12  per  cent  of 
their  imports  from  Eastern  Europe  in  1938.’ 

GERMAN  TRADE  DRIVE 

The  outstanding  feature  of  East-West  trade  in 
the  prewar  period  was  unquestionably  the  domi¬ 
nant  position  achieved  by  Germany,  particularly 
after  1934.  Nazi  efforts  to  compensate  for  the  loss 
of  export  markets  in  other  parts  of  Europe  and 
overseas — and  at  the  same  time  to  increase  the  Ger¬ 
man  military  potential — resulted  in  a  decided  shift 
of  trade  toward  the  Danubian  and  Balkan  states. 
Thus,  whereas  Germany  accounted  for  17  per  cent 
of  their  imports  in  1928,  by  1938  the  percentage 
was  35;  during  the  same  period,  the  share  of  East¬ 
ern  European  exports  going  to  Germany  rose  from 
16  to  34  per  cent.'^  This  development  was  highly 
unfavorable  from  the  point  of  view  of  the  coun¬ 
tries  of  Eastern  Europe  and  the  Balkans,  for  Ger¬ 
many  did  not  supply  them  with  either  the  machin¬ 
ery  they  needed  in  furthering  their  industrializa¬ 
tion,  or  with  free  currency  to  purchase  capital 
goods  and  raw  materials  overseas.  The  Eastern  Eu¬ 
ropean  countries,  therefore,  attempted  to  increase 
exports  to  other  continents;  between  1928  and  1938, 
sales  made  outside  Europe  by  that  region  in¬ 
creased  from  10  to  16  per  cent  of  total  exports.^ 
Poland  was  even  more  successful  in  redirecting  its 
foreign  trade;  for  during  that  ten-year  period  the 
percentage  of  its  exports  going  to  Germany  and 
Austria  was  reduced  from  46  to  24.  Trade  with 
the  United  Kingdom  improved,  and  more  Polish 
products  were  sold  in  the  United  States  and  other 
overseas  markets.  At  the  same  time,  imports  from 
Germany  and  Austria  declined,  while  those  from 
other  continents  were  expanded.  In  short,  Poland 
was  not  drawn  into  the  German  trade  orbit  as 
were  the  other  Eastern  European  countries. 

4.  For  detailed  analysis  of  British  imports,  sec  PEP,  Britain  tni 
World  Trade  (London,  1947),  pp.  107,  108,  no. 

5.  Sec  Department  of  Commerce,  Foreign  Commerce  Weekll 
(Washington),  March  27,  1948. 

6.  Sec  Europe’s  Trade,  cited,  table  26,  p.  51. 

7.  Ibid.,  p.  52. 


